r National Agricultural Development Co (NADEC) 

4Q2018 Results Review 
7 April 2019 

j One-offs Dent Otherwise Strong Quarter 

Nadec reported strong 4Q18 results on March 31 st with revenues and gross margin topping 
our forecast - affirming pricing strategy and market share gain. However, impairment 
charge of c. SAR 53 min on agri assets drove earnings miss. Adjusting for the one-offs, the 
Company reported significantly better than expected operating and net income. While we 
were looking for a loss of SAR 7 min, adjusted net income would have been c. SAR 12 min. 
We expect ASD merger to close this year (resulting in higher share count) and consolidated 
full-year financials from next year. In our view, the combined entity has room to further 
optimize logistics and gain market share. Reiterate Buy and SAR 40 target price, 
representing 9.6x 2020E EV/EBITDA. 

KSA sales boost topline 

Revenues for the quarter reached SAR 487 min (+6% Y/Y), topping our SAR 471 min 
estimate. Full-year sales of SAR 2,096 min (+3% Y/Y) benefited from +6% Y/Y growth in 
KSA countering -15% Y/Y decline in other countries. Agricultural sales, comprising around 
10% of total revenues, are expected to further shrink in 2019 as agri activities wind-down. 
We believe Nadec’s pricing strategy paid-off during 2018, helping the Company gain 
market share. Further, we see a continuation of this strategy as margins proved resilient. 
Fees double while depreciation expense cut support gross margin 
Gross margin improved by 180 bps versus 4Q17 to nearly 37%. Cost of sales across some 
items declined, inline with market conditions, however lower depreciation expense yielded 
the greatest benefit. Total depreciation (CoS, SG&A) trimmed -18% Y/Y to SAR 268 min. 
Conversely, fees and government expenses more than doubled to SAR 55 min. We expect 
this expense to continue escalating through 2020, requiring cut backs in other areas of 
SG&A. 

Adjusted earnings positively surprise 

Nadec reported impairment loss on agricultural assets amounting to nearly SAR 53 min. In 
addition, impairment of trade receivables of SAR 7 min was booked. Adjusting for these 
one-off items, we estimate 4Q18 operating income at SAR 24 min (+31% Y/Y) and net 
income at SAR 12 min, comfortably topping our forecast. In our forward estimates, we 
assume that agri assets have been entirely written-down and no further charges are 
expected. For 2019, we expect the merger with ASD to close, resulting in additional shares 
(tables on the right reflect existing share count). Operationallly, Nadec executed well in 
2018, capturing market share and reducing costs. However, with limited pricing power and 
escalating fees, the Company will have to gain further efficiencies which could be 
challenging, ultimately necessitating scale. 
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4Q18 

4Q18E 

4Q17 

Y/YChg 

3Q18 

Q/QChg 

Variance 

Revenues 

487 

471 

461 

6% 

575 

-15.2% 

4% 

Gross profit 

179 

169 

166 

8% 

221 

-19.1% 

6% 

Gross margin 

36.7% 

35.9% 

35.9% 


38.5% 



Operating profit 

(35) 

14 

19 

-289% 

56 

-163% 

-351% 

Operating margin 

n.m. 

3.0% 

4.0% 


9.7% 



Net income 

(48) 

(7) 

(8) 

529% 

35 

-236% 

619% 

Net margin 

n.m. 

n.m. 

n.m. 


6.1% 



EPS (SAR) 

(0.57) 

(0.08) 

(0.09) 

529% 

0.41 

-236% 

619% 
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SAR 40 Buy 

12-Month Target price Recommendation 



Stock Details 


Last Close Price 


SAR 

27.50 

Upside to target 



45.5 

Market Capitalization 

SAR min 

2,329 

Shares Outstanding 


min 

84.7 

52-Week High 


SAR 

39.00 

52-Week Low 


SAR 

23.80 

Price Change (YTD) 


% 

(6.6) 

3-Mth ADTV 


thd 

282 

EBITDA 2019E 

SAR min 

413 

Reuters / Bloomberg 

6010.SE NADEC AB 

1 SAR min 2018 2019E 2020E 1 

Revenues 

2,096 

2,121 

2,439 

Gross Margin 

37% 

36% 

35% 

EBIT 

72 

118 

117 

Operating Margin 

3.4% 

5.6% 

4.8% 

Net Income 

1.7 

7.6 

9.5 

Net Margin 

0.1% 

0.4% 

0.3% 

EPS (SAR) 

0.02 

0.09 

0.11 

DPS (SAR) 


1 Price Multiples 1 


2018 

2019E 

2020E 

P/E 

n.m. 

n.m. 

n.m. 

EV / EBITDA 

12.Ox 

10.Ox 

7.6x 

P/S 

l.lx 

l.lx 

I.Ox 

P/B 

1.6x 

1.6x 

1.6x 
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Rating Framework 

BUY 

Shares of company under coverage in this report are expected to outperform relative to the sector or the broader market. 

HOLD 

Shares of company under coverage in this report are expected to perform inline with the sector or the broader market. 

SELL 

Shares of company under coverage in this report are expected to underperform relative to the sector or the broader market. 
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This report is prepared by Saudi Fransi Capital (“SFC”), a fully-fledged investment firm licensed by the Capital Market Authority (CMA) 
to provide investment banking, asset management, securities brokerage, research, and custody services. SFC, and its affiliate, might 
conduct business relationships with the company that is subject of this report and/ or own its security. 

This report is based on current public information that we consider reliable, but we do not represent it is accurate or complete, and it 
should not be relied on as such. Accordingly, no representation or warranty, express or implied, is made as to, and no reliance should 
be placed on the fairness, accuracy, completeness or correctness of the information and opinions contained in this report. 

This report is intended for general information purposes only, and may not be reproduced or redistributed to any other person. This 
report is not intended as an offer or solicitation with respect to the purchase or sale of any security. This report is not intended to take 
into account any investment suitability needs of the recipient. In particular, this report is not customized to the specific investment 
objectives, financial situation, risk appetite or other needs of any person who may receive this report. SFC strongly advises every 
potential investor to seek professional legal, accounting and financial guidance when determining whether an investment in a security 
is appropriate to his or her needs. 

To the maximum extent permitted by applicable law and regulation, SFC shall not be liable for any loss that may arise from the use of 
this report or its contents or otherwise arising in connection therewith. Any financial projections, fair value estimates and statements 
regarding future prospects contained in this report may not be realized. All opinions and estimates included in this report constitute 
SFC’s judgment as of the date of production of this report, and are subject to change without notice. Past performance of any 
investment is not indicative of future results. The value of securities, the income from them, the prices and currencies of securities, 
can go down as well as up. An investor may get back less than what he or she originally invested. Additionally, fees may apply on 
investments in securities. Changes in currency rates may have an adverse effect on the value, price or income of a security. No part 
of this report may be reproduced without the written permission of SFC. Neither this report nor any copy hereof may be distributed in 
any jurisdiction outside the Kingdom of Saudi Arabia where its distribution may be restricted by law. Persons who receive this report 
should make themselves aware of, and adhere to, any such restrictions. By accepting this report, the recipient agrees to be bound by 
the foregoing limitations. 
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